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January 1, 1991, if it meets the cri-
terion set forth in paragraph (f)(1)(i) of
this section and the hospital is—

(i) Licensed for fewer than 50 acute
care beds as of August 5, 1997;

(i1) Is located in a State that as of
December 19, 1989, was not operating a
demonstration project under section
1814(b) of the Act; and

(iii) Demonstrates that, for the 4-
year period ending on December 31,
1996, at least 50 percent of its total dis-
charges have a principal diagnosis that
reflects a finding of neoplastic disease
as defined in paragraph (f)(1)(iv) of this
section.

(g) Hospitals outside the 50 States, the
District of Columbia, or Puerto Rico. A
hospital is excluded from the prospec-
tive payment systems if it is not lo-
cated in one of the fifty States, the
District of Columbia, or Puerto Rico.

(h) Hospitals reimbursed under special
arrangements. A hospital must be ex-
cluded from prospective payment for
inpatient hospital services if it is reim-
bursed under special arrangement as
provided in §412.22(c).

(1) Changes in classification of hos-
pitals. For purposes of exclusions from
the prospective payment system, the
classification of a hospital is effective
for the hospital’s entire cost reporting
period. Any changes in the classifica-
tion of a hospital are made only at the
start of a cost reporting period.

[50 FR 12741, Mar. 29, 1985]

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting §412.23, see the List of CFR
Sections Affected, which appears in the
Finding Aids section of the printed volume
and on GPO Access.

§412.25 Excluded hospital units: Com-
mon requirements.

(a) Basis for exclusion. In order to be
excluded from the prospective payment
systems as specified in §412.1(a)(1) and
be paid under the inpatient psychiatric
facility prospective payment system as
specified in §412.1(a)(2) or the inpatient
rehabilitation facility prospective pay-
ment system as specified in §412.1(a)(3),
a psychiatric or rehabilitation unit
must meet the following requirements.

(1) Be part of an institution that—

(i) Has in effect an agreement under
part 489 of this chapter to participate
as a hospital;
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(ii) Is not excluded in its entirety
from the prospective payment systems;
and

(iii) Has enough beds that are not ex-
cluded from the prospective payment
systems to permit the provision of ade-
quate cost information, as required by
§413.24(c) of this chapter.

(2) Have written admission criteria
that are applied uniformly to both
Medicare and non-Medicare patients.

(3) Have admission and discharge
records that are separately identified
from those of the hospital in which it
is located and are readily available.

(4) Have policies specifying that nec-
essary clinical information is trans-
ferred to the unit when a patient of the
hospital is transferred to the unit.

(6) Meet applicable State licensure
laws.

(6) Have utilization review standards
applicable for the type of care offered
in the unit.

(7) Have beds physically separate
from (that is, not commingled with)
the hospital’s other beds.

(8) Be serviced by the same fiscal
intermediary as the hospital.

(9) Be treated as a separate cost cen-
ter for cost finding and apportionment
purposes.

(10) Use an accounting system that
properly allocates costs.

(11) Maintain adequate statistical
data to support the basis of allocation.

(12) Report its costs in the hospital’s
cost report covering the same fiscal pe-
riod and using the same method of ap-
portionment as the hospital.

(13) As of the first day of the first
cost reporting period for which all
other exclusion requirements are met,
the unit is fully equipped and staffed
and is capable of providing hospital in-
patient psychiatric or rehabilitation
care regardless of whether there are
any inpatients in the unit on that date.

(b) Changes in the sice of excluded
units. For purposes of exclusions from
the prospective payment systems under
this section, changes in the number of
beds and square footage considered to
be part of each excluded unit are al-
lowed as specified in paragraphs (b)(1)
through (b)(3) of this section.

(1) Increase in sice. Except as de-
scribed in paragraph (b)(3) of this sec-
tion, the number of beds and square
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footage of an excluded unit may be in-
creased only at the start of a cost re-
porting period.

(2) Decrease in size. Except as de-
scribed in paragraph (b)(3) of this sec-
tion, the number of beds and square
footage of an excluded unit may be de-
creased at any time during a cost re-
porting period if the hospital notifies
its fiscal intermediary and the CMS
Regional Office in writing of the
planned decrease at least 30 days before
the date of the decrease, and maintains
the information needed to accurately
determine costs that are attributable
to the excluded unit. Any decrease in
the number of beds or square footage
considered to be part of an excluded
unit made during a cost reporting pe-
riod must remain in effect for the rest
of that cost reporting period.

(3) Exception to changes in square foot-
age and bed size. The number of beds in
an excluded unit may be decreased, and
the square footage considered to be
part of the unit may be either in-
creased or decreased, at any time, if
these changes are made necessary by
relocation of a unit—

(i) To permit construction or renova-
tion necessary for compliance with
changes in Federal, State, or local law
affecting the physical facility; or

(i) Because of catastrophic events
such as fires, floods, earthquakes, or
tornadoes.

(c) Changes in the status of hospital
units. For purposes of exclusions from
the prospective payment systems under
this section, the status of each hospital
unit (excluded or not excluded) is de-
termined as specified in paragraphs
(c)(1) and (c)(2) of this section.

(1) The status of a hospital unit may
be changed from not excluded to ex-
cluded only at the start of the cost re-
porting period. If a unit is added to a
hospital after the start of a cost re-
porting period, it cannot be excluded
from the prospective payment systems
before the start of a hospital’s next
cost reporting period.

(2) The status of a hospital unit may
be changed from excluded to not ex-
cluded at any time during a cost re-
porting period, but only if the hospital
notifies the fiscal intermediary and the
CMS Regional Office in writing of the
change at least 30 days before the date
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of the change, and maintains the infor-
mation needed to accurately determine
costs that are or are not attributable
to the excluded unit. A change in the
status of a unit from excluded to not
excluded that is made during a cost re-
porting period must remain in effect
for the rest of that cost reporting pe-
riod.

(d) Number of excluded wunits. Each
hospital may have only one unit of
each type (psychiatric or rehabilita-
tion) excluded from the prospective
payment systems.

(e) Satellite facilities. (1) For purposes
of paragraphs (e)(2) through (e)(5) of
this section, a satellite facility is a
part of a hospital unit that provides in-
patient services in a building also used
by another hospital, or in one or more
entire buildings located on the same
campus as buildings used by another
hospital.

(2) Except as provided in paragraphs
(e)(3) and (e)(6) of this section, effective
for cost reporting periods beginning on
or after October 1, 1999, a hospital that
has a satellite facility must meet the
following criteria in order to be ex-
cluded from the acute care hospital in-
patient prospective payment systems
for any period:

(i) In the case of a unit excluded from
the prospective payment systems for
the most recent cost reporting period
beginning before October 1, 1997, the
unit’s number of State-licensed and
Medicare-certified beds, including
those at the satellite facility, does not
exceed the unit’s number of State-li-
censed and Medicare-certified beds on
the last day of the unit’s last cost re-
porting period beginning before Octo-
ber 1, 1997.

(ii) The satellite facility independ-
ently complies with—

(A) For a rehabilitation unit, the re-
quirements under §412.23(b)(2); or

(B) For a psychiatric unit, the re-
quirements under §412.27(a).

(iii) The satellite facility meets all of
the following requirements:

(A) Effective for cost reporting peri-
ods beginning on or after October 1,
2002, it is not under the control of the
governing body or chief executive offi-
cer of the hospital in which it is lo-
cated, and it furnishes inpatient care
through the use of medical personnel
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who are not under the control of the
medical staff or chief medical officer of
the hospital in which it is located.

(B) It maintains admission and dis-
charge records that are separately
identified from those of the hospital in
which it is located and are readily
available.

(C) It has beds that are physically
separate from (that is, not commingled
with) the beds of the hospital in which
it is located.

(D) It is serviced by the same fiscal
intermediary as the hospital unit of
which it is a part.

(E) It is treated as a separate cost
center of the hospital unit of which it
is a part.

(F) For cost reporting and apportion-
ment purposes, it uses an accounting
system that properly allocates costs
and maintains adequate statistical
data to support the basis of allocation.

(&) It reports its costs on the cost re-
port of the hospital of which it is a
part, covering the same fiscal period
and using the same method of appor-
tionment as the hospital of which it is
a part.

(3) Except as specified in paragraphs
(e)(4) and (e)(b) of this section, the pro-
visions of paragraph (e)(2) of this sec-
tion do not apply to any unit struc-
tured as a satellite facility on Sep-
tember 30, 1999, and excluded from the
prospective payment systems on that
date, to the extent the unit continues
operating under the same terms and
conditions, including the number of
beds and square footage considered to
be part of the unit at the satellite fa-
cility on September 30, 1999.

(4) In applying the provisions of para-
graph (e)(3) of this section, any unit
structured as a satellite facility on
September 30, 1999, may increase or de-
crease the square footage of the sat-
ellite facility or may decrease the
number of beds in the satellite facility
considered to be part of the satellite fa-
cility at any time, if these changes are
made by the relocation of a facility—

(i) To permit construction or renova-
tion necessary for compliance with
changes in Federal, State, or local law
affecting the physical facility; or

(ii) Because of catastrophic events
such as fires, floods, earthquakes, or
tornadoes.
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(5) For cost reporting periods begin-
ning on or after October 1, 2006, in ap-
plying the provisions of paragraph
(e)(3) of this section—

(i) Any unit structured as a satellite
facility on September 30, 1999, may in-
crease the square footage of the unit
only at the beginning of a cost report-
ing period or decrease the square foot-
age or number of beds considered to be
part of the satellite facility subject to
the provisions of paragraph (b)(2) of
this section, without affecting the pro-
visions of paragraph (e)(3) of this sec-
tion; and

(ii) If the unit structured as a sat-
ellite facility decreases its number of
beds below the number of beds consid-
ered to be part of the satellite facility
on September 30, 1999, subject to the
provisions of paragraph (b)(2) of this
section, it may subsequently increase
the number of beds at the beginning or
a cost reporting period as long as the
resulting total number of beds consid-
ered to be part of the satellite facility
does not exceed the number of beds at
the satellite facility on September 30,
1999.

(6) The provisions of paragraph
(e)(2)(i) of this section do not apply to
any inpatient rehabilitation facility
that is subject to the inpatient reha-
bilitation facility prospective payment
system under subpart P of this part, ef-
fective for cost reporting periods begin-
ning on or after October 1, 2003.

(f) Changes in classification of hospital
units. For purposes of exclusions from
the prospective payment system under
this section, the classification of a hos-
pital unit is effective for the unit’s en-
tire cost reporting period. Any changes
in the classification of a hospital unit
is made only at the start of a cost re-
porting period.

(g) CAH wunits not meeting applicable
requirements. If a psychiatric or reha-
bilitation unit of a CAH does not meet
the requirements of §485.647 with re-
spect to a cost reporting period, no
payment may be made to the CAH for
services furnished in that unit for that
period. Payment to the CAH for serv-
ices in the unit may resume only after
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the start of the first cost reporting pe-
riod beginning after the unit has dem-
onstrated to CMS that the unit meets
the requirements of §485.647.

[60 FR 12741, Mar. 29, 1985, as amended at 57
FR 39820, Sept. 1, 1992; 58 FR 46337, Sept. 1,
1993; 59 FR 45400, Sept. 1, 1994; 64 FR 41540,
July 30, 1999; 66 FR 39933, Aug. 1, 2001; 66 FR
41387, Aug. 7, 2001; 67 FR 50111, Aug. 1, 2002; 68
FR 45469 and 45698, Aug. 1, 2003; 69 FR 49241,
Aug. 11, 2004; 69 FR 66976, Nov. 15, 2004; 70 FR
47952, Aug. 15, 2005; 71 FR 48137, Aug. 18, 2006;
71 FR 58287, Oct. 3, 2006]

§412.27 Excluded psychiatric
Additional requirements.

In order to be excluded from the pro-
spective payment system as specified
in §412.1(a)(1), and paid under the pro-
spective payment system as specified
in §412.1(a)(2), a psychiatric unit must
meet the following requirements:

(a) Admit only patients whose admis-
sion to the unit is required for active
treatment, of an intensity that can be
provided appropriately only in an inpa-
tient hospital setting, of a psychiatric
principal diagnosis that is listed in the
Fourth Edition, Text Revision of the
American Psychiatric Association’s Di-
agnostic and Statistical Manual, or in
Chapter Five (‘‘Mental Disorders’) of
the International Classification of Dis-
eases, Ninth Revision, Clinical Modi-
fication.

(b) Furnish, through the use of quali-
fied personnel, psychological services,
social work services, psychiatric nurs-
ing, and therapeutic activities.

(c) Maintain medical records that
permit determination of the degree and
intensity of the treatment provided to
individuals who are furnished services
in the unit, and that meet the fol-
lowing requirements:

(1) Development of assessment/diag-
nostic data. Medical records must stress
the psychiatric components of the
record, including history of findings
and treatment provided for the psy-
chiatric condition for which the inpa-
tient is treated in the unit.

(i) The identification data must in-
clude the inpatient’s legal status.

(ii) A provisional or admitting diag-
nosis must be made on every inpatient
at the time of admission, and must in-
clude the diagnoses of intercurrent dis-
eases as well as the psychiatric diag-
noses.

units:
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(iii) The reasons for admission must
be clearly documented as stated by the
inpatient or others significantly in-
volved, or both.

(iv) The social service records, in-
cluding reports of interviews with inpa-
tients, family members, and others
must provide an assessment of home
plans and family attitudes, and com-
munity resource contacts as well as a
social history.

(v) When indicated, a complete neu-
rological examination must be re-
corded at the time of the admission
physical examination.

(2) Psychiatric evaluation. Each inpa-
tient must receive a psychiatric eval-
uation that must—

(i) Be completed within 60 hours of
admission;

(ii) Include a medical history;

(iii) Contain a record of mental sta-
tus;

(iv) Note the onset of illness and the
circumstances leading to admission;

(v) Describe attitudes and behavior;

(vi) Estimate intellectual func-
tioning, memory functioning, and ori-
entation; and

(vii) Include an inventory of the inpa-
tient’s assets in descriptive, not inter-
pretative fashion.

(3) Treatment plan. (i) Each inpatient
must have an individual comprehensive
treatment plan that must be based on
an inventory of +the inpatient’s
strengths and disabilities. The written
plan must include a substantiated diag-
nosis; short-term and long-term goals;
the specific treatment modalities uti-
lized; the responsibilities of each mem-
ber of the treatment team; and ade-
quate documentation to justify the di-
agnosis and the treatment and reha-
bilitation activities carried out; and

(ii) The treatment received by the in-
patient must be documented in such a
way as to assure that all active thera-
peutic efforts are included.

(4) Recording progress. Progress notes
must be recorded by the doctor of med-
icine or osteopathy responsible for the
care of the inpatient, a nurse, social
worker and, when appropriate, others
significantly involved in active treat-
ment modalities. The frequency of
progress notes is determined by the
condition of the inpatient but must be
recorded at least weekly for the first
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